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BELGIAN KEY ECONOMIC INDICATORS 1/ 


Money values in US $ million. 


Forecast 
% Change % Change 
Item 1978 1978/1979 1980 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 98,194 107 ,097 
GNP at 1975 Prices 81,451 83,871 
Per Capita GNP at 

Current Prices 9,974 10,861 
Industrial Production 

(1970 - 100) 120 
Average hourly wage 

(1970 - 100) 178 
Average Unemployment rate 7.0 


MONEY AND PRICES 


Money Supply (ML) 27 5403 
Public Debt 46,935 
National Bank Weighted 

Average Lending Rate (%) 6.89 
Wholesale Prices 

(1953 - 100) 184.6 
Consumer Prices 

(74/75 - 100) 130.1 
Effective Exchange Rate 

(IMF Weights: 1970 - 100) 107.7 
BF/$ Exchange Rate 31.41 


BALANCE OF TRADE/PAYMENTS 


Exports, FOB, of which: 45 48h 53,096 
Exports to US. 1,870 1,935 
Exports to EC 32,549 35,709 


Imports, CIF, of which: 49,226 56,935 
Imports from US, 2,839 3,581 
Imports from EC 33 ,968 36,871 


Trade Balance (customs basis) -3,742 -3,839 


Current Account Balance - 913 2,742 


1/ Figures have been constructed from various Belgian sources 
and may be yearly average, end of period, or projection, 
depending on economic meaning. All dollar amounts have 
been converted retrospectively using representative 
early 1980 rate of $1 = BF 31.00. 





INTRODUCTION AND SUMMARY 


The expansion of output of the Belgian economy that has been underway since the fall 
of 1978 seems to be running out of steam, and the economy now appears to be faced 
with a period of slow growth through 1980. The actual rate of expansion is not easily 
influenced by domestic policy measures since the Belgian economy is so closely 
integrated with those of its Common Market neighbors. However, Belgian's economic 
policy is designed to improve the country's relative position: to take full advantage of 
the international boom cycles while sheltering the economy from the busts. 
Unfortunately, the international boom that now appears to be fading did not pull 
Belgium up with it sufficiently to alleviate the high rate of unemployment nor to 
restore business profits to a satisfactory level. The prospect of a new slowdown 
promises to aggravate the already uncomfortable financial strains on the economy. 


In 1974, the unemployment rate was only 2.3 percent. By 1977 it had reached 6.8 
percent, and has more or less stabilized since then at about 7 percent, remaining 
unresponsive to the recent improvements in demand and production. The growth in 
unemployment has been accompanied by an increased transfer of real resources from 
the productive to the inactive part of the population, and has for most of the period 
been financed mainly by government borrowing of private savings on the domestic 
market. Because of weak investment demand in the years before 1979, the domestic 
flows of funds and goods have been more or less in balance, but the process has recently 
begun to show serious strain, both in terms of the increasing cumulative burden of debt 
service and in terms of endangering the balance-of-payments equilibrium. By 1979, net 
government borrowing requirements as a percentage of GNP had reached 6.9 percent, 
while service on the public debt used up 9.8 percent of current receipts. Meanwhile, 
the deficit on the current account of the balance of payments has been worsening. It 
reached about 2 1/2 percent of GNP in 1979 in spite of a rate of inflation that was the 
second lowest (following the Netherlands) in Europe. Containment of inflation has been 
the first priority of Belgian economic policy and its most outstanding success. Inflation 
has remained low throughout most of the past few years, at times falling below 4 
percent. However, under the influence of external developments—particularly the 
newest round of oil price increases—inflation began to accelerate in the closing months 
of 1979 and the first months of 1980. 


Past success in fighting inflation has been in large measure due to the maintenance of 
the strong Belgian franc in recent years, a policy that successive Belgian governments 
have reaffirmed. Beside containing inflation, the strong frane has kept the cost of 
Belgian "value added" high by world standards which, in turn, has helped to channel new 
investment away from older technologies and into those that are more capital intensive 
or that require a higher degree of skill. The productivity of the employed labor force 
(in terms of output per man hour) has indeed, shown one of the most rapid rises in the 
world during the past few years. 


Creation and expansion of capital intensive and high value added industries provide 
opportunities for U.S. investors who are considering where to locate productive 
facilities relying on a small but highly skilled and reliable labor force. It should also 
provide opportunities for U.S. suppliers of capital goods, especially those that 
economize on labor and energy. 





DEMAND AND SUPPLY 


The conventional components of demand are personal consumption, investment, 
government expenditures, and exports less imports. Personal consumption, which 
represents about 60 percent of the GNP in Belgium, after stagnating through 1977 and 
1978, picked up reasonably well in 1979. The latest available (19 month) statistics for 
1979 show a growth of 3 percent in retail sales volume compared with the same period 
in 1978, while registration of new automobiles accelerated rapidly in 1979 over 1978. 
The growth of private investment was quite buoyant during the second half of 1979. 
According to tax declarations, industrial investment during the third quarter of 1979 
grew by 14.6 percent in volume compared with the same period of the previous year. 
However, the strong growth in private investment, was concentrated in the metal 
fabrication sector (26 percent) and the chemical sector (14 percent), while investment 
in the textile industry and in the metallurgical industries both dropped significantly. 
The investment outlook for 1980 is mixed. On the average, business profitability 
improved somewhat during 1979; average capacity utilization also was higher; and the 
high cost of labor continues to provide a strong incentive to invest in laborsaving 
equipment and processes for those firms that are able to do so. On the other hand, 
profit levels for many firms remained below sustainable levels, and the extremely high 
cost of raising capital outside firms' own capacity for self-financing is a serious 
obstacle. 


The public sector continues to provide some net stimulus to domestic demand, but in 
view of the growing budget deficit and the worsening of the current account deficit on 
the balance of payments, the Government is trying to keep spending as low as possible. 
The 1980 budget was designed to remain constant in real terms, and the Government 
has so far been successful in resisting demands for supplementary credits. 


Foreign demand in 1979 was the most dynamic component of overall demand, and this 
stimulus was primarily responsible for the general growth in industrial output that took 
place during the year. The overall contribution of foreign transactions to aggregate 
demand however is not at all clear, as the trade statistics drawn up on the basis of 
customs documents seem to be in conflict with the current account statistics, which are 
based on financial data. Trade statistics show exports in 1979 increasing by 16.7 
percent in value compared with an increase in imports of less than 15.7 percent, leading 
to a worsening of the merchandise trade deficit for the year by only 3 billion Belgian 
francs compared with the previous year. According to preliminary balance-of-payments 
data, however, there was a worsening of the deficit both on merchandise trade and on 
invisible transactions, leading to a deepening of the overall current account deficit 
from 26 billion Beligian francs in 1978 to about 85 billion Beligian france in 1979. While 
foreign demand is universally agreed to have played a catalytic role in the 1978-79 
upswing, it appears from the balance-of-payment statistics that the net effect of 
transactions with the rest of the world during 1979 was a reduction in aggregate 
demand. If expectations for slower growth in neighboring countries for 1980 are 
realized, slower growth of Belgian exports will contribute to a fall off of domestic 
demand. Industrial production, which has risen rapidly from the beginning of 1978 
through mid-1979, lost a good deal of its momentum during the latter half of the year. 
In 1979 the industrial production index averaged 4.3 percent higher than in 1978, but its 
growth peaked out during the middle of the year. Strongest growth was in the steel, 
chemical, textile, and paper industries—which registered yearly growth rates of 8.6 
percent, 10.2 percent, 6.1 percent, and 19.5 percent, respectively. The construction 
sector, which runs on a different business cycle from most of the rest of the economy, 
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went the other way with a drop in output of almost 20 percent in 1979, following a 
smaller decline during the previous year. 


PRICE AND WAGES 


Inflation in Belgium, having reached a peak rate of around 13 percent at the beginning 
of 1975 was brought down steadily to around 4 percent at mid-1978 where it remained 
until late 1979 when the consumer price-index began to accelerate. Because of the 
openness of the economy, inflation in Belgium is very much influenced by the overall 
price level of imports, and thus by inflation rates in the European Monetary System 
currency block and by the effective exchange rate of the franc. Belgian strategy for 
managing inflation has relied heavily on appreciation of the frane and a 
nonexpansionary monetary policy, particulary during the 1976-77 period. In 1978 and 
1979, wage moderation and an unusally slow rise in food prices also were important 
factors in keeping down the cost of living. During the course of 1979, however, new 
inflationary pressures began to materialize toward the end of the year. Prices also rose 
sharply during the first 2 months of 1980 under the influence of serveral external 
factors, which were working to raise Belgian domestic prices. The direct and indirect 
effects of the oil price hike had not yet played themselves out; inflation in the major 
industrial countries was accelerating; and the strengthening of the dollar was, to some 
extent, depreciating the effective value of the Belgian france and raising the cost of 
imports. 


Belgium has wage costs that are among the highest in the world. Wages consist of a 
price-indexed component and the negotiated component. While indexing has done much 
to defuse collective bargaining tensions, it has tended to freeze relative prices—in this 
ease those of capital and labor—in relationships that no longer correspond to their 
supplies and demands. There is a growing public awareness that high wages must be a 
contributory factor to the rate of unemployment, and this has undoubtedly had a tacit 
influence on union behavior in the last few years. After discounting for inflation-linked 
indexing, real wages have risen by less than 2 percent a year since 1976. The labor 
unions have begun to turn their attention increasingly to reduction of the workweek and 
to the maintenance of existing jobs. The emphasis on job security in Belgian law and 
practice has proved to be a problem for some foreign as well as domestic firms. 
Belgian law requires that a company wishing to close down operations for reasons other 
than bankruptcy follow a rather strict set of rules with a regard to advance notice, 
compensation of employees and so forth. In recent years there have been several 
well-publicized cases where the shutdown of a foreign-owned plart did not go smoothly 
either because the parent firm did not fully comply with Belgian termination practices 
or because employees did not accept their unions' direction. 


EMPLOYMENT AND PRODUCTIVITY 


At a rate of about 7 percent, unemployment is high both by European standards and by 
Belgium's own historical experience. Concealed in the 7 percent figure, however, are 
several special social and demographic trends. Belgium traditionally had a relatively 
low rate of female participation in the labor force; this began to change several years 
ago. While the male unemployment rate has been stable at slightly over 4 percent since 
late 1977, the female unemployment rate has continued to rise, and at the beginning of 
1980 stood at almost 13 percent. Women now account for 62 percent of those 
unemployed. The changing age structure of the population also is contributing to the 





unemployment rate. There has been a steady increase in the number of young people 
entering the labor force and a temporary decline in the number reaching retirement 
age. It is not until 1984 that the growth of the labor force will begin to slacken. 
Between then and 1990 new labor-force entrants will slow tc a comparative trickle, and 
the labor force will begin to age, possibly becoming more productive in the process. 


The social effects of the high unemployment rate has been somewhat cushioned by a 
generous social welfare scheme, but the associated financial flows have begun to strain 
the system severely. As a consequence of several years of reduced tax receipts and 
increased income maintenance requirements, the Government has come to be an 
increasingly dominant borrower of domestic funds. The sources-and-uses-of-funds table 
for 1977 (the most recent year available) shows that the public sector accounted for 
approximately half of the debts contracted by domestic nonfinancial institutions and 
individuals. This percentage has probably remained about the same since then. To the 
extent that the shortfall in government revenues was financed by an excess of domestic 
savings over borrowing needs of investors, the process could be viewed as simply the 
financial counterpart to the transfer of real income from the active to the inactive part 
of the population that allowed the economy to mark time during a slump. Within the 
last 2 years, however, the process seems to have started both to crowd out private 
investment and to impinge on the foreign trade balance. In an economy as open as 
Belgium's, where domestic prices are strongly influenced by foreign prices, an excess of 
demand over production can easily be translated into an excess of imports over exports 
without going through the intermediate step of inflation that is more familiar in the 
United States. 


Closely related to the growth in unemployment has been the growth in Belgian labor 
productivity, which has been remarkable in recent years. With labor cost so high, 
employers in labor-intensive industries can not afford to expand or always to retain 
their work force, and with the less-skilled, labor-intensive parts of the economy 
shrinking, the remaining workers are more productive. Productivity increases have also 
come from other sources such as the upgrading of the capital stock. In the recent past, 
productivity growth has been fastest in the manufacturing industries, and there has 
been a corresponding shift in labor toward the service industries—particularly the 
financial sector—and toward government services. The potential for productivity 
increases in service industries that is offered by new information processing techniques 
is only beginning to be realized. 


THE BALANCE OF TRADE AND THE CURRENCY 


Although the gradual appreciation of the Belgian franc over the last several years would 
have tended to worsen Belgium's international competitive position, this effect has been 
to some extent offset by both increases in labor productivity and by a slow rate of 
general inflation. According to OECD statistics, Belgian unit labor cost showed 
approximately the same rate of increase as that of Germany between 1970 and 1978. 
By this measure, Belgian competitiveness remained in step with that of the Federal 
Republic of Germany (FRG). But while German unit export values kept ahead of labor 
cost increases, Belgian unit export values actually declined between 1970 and 1978. In 
other words, Belgian exporters, who have had to adjust their export prices to world 
market prices, have seen their internal costs rise faster than their export revenues. 
Recorded unit export values, moreover, probably tend to understate the squeeze on 
exporting industries, since international competition tends to set limits on how far an 





exporter's prices may diverge from those charged by competitors, so that goods not 
competitively priced tend to disappear from the trade flows from which unit values are 
computed. The squeeze appears to be due in large part to the composition on Belgian 
exports. The two outstanding examples are the steel and textile industries, both of 
which account for a significant proportion of Belgian exports, and both of which have 
suffered from weak demand and fierce international competition during the last several 
years. These pressures, indeed, are slowly changing the composition of Belgian 
exports. In terms of their relative importance, steel, textiles and nonferrous metals are 
declining while the chemical industry and machine fabrication industries are advancing. 


The balance on merchandise trade, which has been in deficit since 1974, continued to be 
more or less offset by the other elements of the current account—mainly services—until 
1976. In 1977 the current account as a whole fell into a deficit of 28.3 billion franes, 
which narrowed only slightly in 1978 to 26 billion franes, before worsening severely in 
1979 to approximately 85 billion frances. There are several criteria that could be 
applied to assess the significance of such a deficit and to make comparisons with other 
countries. One such criterion is the sign of the deficit in relation to GNP. By this 
measure, the Belgian deficit for 1979 came to about 2.5 percent of GNP, compared with 
less than 1 percent in 1978. This is a fairly substantial deficit, but not an unusally large 
one when compered with that of other countries. The comparable figure for some other 
economies in 1978 (using International Monetary Fund data for consistency) were: 
Netherlands 0.9 percent, Austria 2.4 percent, Denmark 2.6 percent, and the United 
States 0.6 percent. 


Ultimately, the significance of the current account deficit depends on the answers to 
two questions: how easily and for how long can it be financed; and how and when can it 
be eliminated. On the first count, there should be no doubt that the national bank with 
its access to EMS financing measures and its substantial gold reserves, coupled with the 
Treasury's standing in the international money market, should permit a current account 
deficit of the present magnitude to be financed for a period long enough to permit 
internal measures to take effect. The internal measures consist of continuing the 
strategy described above for creating conditions conducive to restructuring industry 
into more profitable and capital intensive areas, and of trying to put a limit on the 
Central Government's budget deficit. Given the close wage-price indexing and the 
openness of the. economy, the option of devaluing the currency to restrain imports and 
increase exports does not present itself as a suitable option. 


IMPLICATIONS FOR THE UNITED STATES 


During 1979, U.S. exports to Belgium (valued in Belgian franes) grew by over 25 percent 
compared with a growth of less than 4 percent in U.S. imports from Belgium. A good 
part of this growth can be attributed to competitive pricing. In terms of purchasing 
power, the dollar was substantially undervalued with respect to the france during most of 
the year. If the dollar's spring 1980 strength with respect to the Deutsche mark and 
concomitantly with respect to the Belgian franc is maintained, the price advantage of 
U.S. goods on the Belgian market will be somewhat eroded, all the more so if the 
differences in domestic inflation rates are not reduced. Furthermore, if growth of 
Belgian demand slows down in 1980, as it can be expected to do, the current year is not 
likely to be as good as the last one from the point of view of U.S. firms exporting to the 
Belgian market. 





The March-April strenghtening of the dollar, however, is still by no means sufficient to 
eliminate the competitive price position of many U.S. exports to Belgium, nor is Belgian 
demand expected to entirely evaporate during 1980. In particular, the high cost of 
labor in Belgium remains a considerable inducement for firms to invest in laborsaving 
capital equipment and plant modernization. There exists a sizable market in Belgium 
for industrial machinery and equipment of this sort. 


The Embassy tries to pinpoint specific areas on a continuing basis where U.S. products 
should sell well in Belgium, and has over 40 current in-depth market studies. These are 
available to U.S. exporters from the U.S. Department of Commerce. Among the most 
promising areas that the U.S. Embassy has identified for medium-term growth are: 
electronic components, pumps, valves and compressors, automotive equipment, 
metalworking equipment, and heating ventilation and air-conditioning equipment. 
Energy-saving technology is an especially marketable item in Belgium. 


The Belgian Government is very much aware of the need to bring about a restructuring 
of industry to make the country's exports more internationally competitive and to 
reabsorb the unemployed. Foreign—and particularly American—investment was a 
dynamic force in the rapid development of Belgian industry that took place during the 
"golden sixties." The Government hopes that foreign investment will play a similar role 
in the eighties and has designed policies to promote foreign investment actively. A 
range of incentives are available to potential investors in industries that will create 
new jobs. The Government, sensitive to the cascading taxes that are levied on 
expatriate executives, has taken some steps during the past year to alleviate the 
burden. In spite of high labor costs—which are, it should be remembered, partly offset 
by high productivity—Belgium is still an excellent place to locate certain types of 
industry, as evidenced by the continuation of investment in certain sectors. The 
Belgian drawing points are the ready avilability of highly skilled and productive labor, 
central location, excellent transportation linkages with the rest of Europe by water, rail 
and road, and widespread availability of the sorts of commercial and professional 
services required by international firms. 
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